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EXECUTIVE SUMMARY

With gpproximately $82 billion in assets, Utah is the leading Sate in the Indugtrid Loan
Corporation (ILC) industry, dwarfing its competition from Cdifornia, a $10 billion, and
Colorado, a $630 million. The State's business friendly regulatory environment,
enabling ILCsto export interest rates and credit terms and conduct business across state
lines without being subject to other state regulations, has atracted a critical mass of the
industry’ s leading ILCsincluding Merrill Lynch Bank USA, with holdings valued a
approximately $54 billion, American Express Centurion Bank, vaued a $17 hillion, and
GE Capitd Financid, vaued & dmogt $2 hillion.

Utah'sfledging ILC presence has a number of positive implications for the Sate's
economic growth and generdl welfare. Theseinclude:

Industry Reputation and Growth: Increasing the State' s credibility asa*” pro-
business’ gate, laying the foundetion for the State' s growing financial services
sector;

Employment Growth: Employing 8-10,000 Utahns, paying above minimum
wage and providing growth opportunities for talented individuds,

Community Investment: Investing asmal portion of assets into community
improvement initigtives, and

Taxes: Regping the benefits of an expanding tax base as more companies choose
to charter ther ILCsin Utah.

However, in order to continue leveraging these benefits, the State must keep regulatory
practicesminima. Otherwise, they run the risk of ILCs establishing chartersin other
dates, transferring assets in mere minutes, at low cost and with relative ease.

There is tremendous potentid to initiate an influx of needed second- and third-round
venture capita resources, through leveraging a minority portion, a suggested 20 percent,
of required Community Reinvesment Act (CRA) funding. In brief, thisinitiative would
require severd actions:

1. Articulating avison that engenders the support of key parties (ILCs, federd and
date regulators, legidators, non-profit organizations, and the venture capital
community), encouraging invesment in Utah's future economic welfare by
desgnating a portion of CRA monies for funding some of Utah's most
promising companies.

2. Indirectly influencing the formation of Small Business Investment Companies
(SBIC), creeting another avenue that I1LCs can invest CRA funding into, which
focus on providing second- and third-round funding to promising Utah Start-ups.

The success of these endeavors would result in an infusion of capita into Utah's smdl
busi nesses; simulating job growth, backing those companies with proven innovation and



business practices most likely to advance the farthest, and circulating resources
throughout the economy, benefiting al Utah resdents.

The fallowing summearizes the observations and resulting recommendations of this report.

OBSERVATIONS
INDUSTRIAL LOAN CORPORATIONS

Observation #1: Industria Loan Corporations have flourished, as away for non-banking
companies to own a bank insured by the FDIC and not regulated by either the Federa
Reserve or the Office of the Comptraller of the Currency.

Observation #2: Industrid Loan Corporations have recently risen in popularity as
credible financid intuitions with solid returns, garnering the interest of mgjor
corporations like Merrill Lynch, American Express, BMW, Microsoft, and Wa-Mart.

Observation #3: An ILC's vaue proposition poses two mgor benefits for parent
companies it enables verticd integration for industria corporations wishing to own more
of the customer relationship and it crestes an avenue for a corporation’ s resources with
“lighter” regulation.

Observation #4: There are severd barriers to companies interested in forming ILCs,
including alack of perceived vaue, knowledge, and lobbying efforts seeking to prevent
companies from forming ILCs.

COMPETITIVE LANDSCAPE OF THE ILC INDUSTRY

Observation #5: The ILC market is not likely to reach saturation, even though more
companies are investigating this form of business because ILCs are generaly averticd
arm of their parent companies, operating in a niche market and often not competing with
one another.

Observation #6: With approximatdy $32 hillion in assets and a critical mass of leading
ILCs, Utah's “business friendly” regulatory environment has enabled it to gain such a
foothold in the market that Cadiforniaand Colorado pose little competition in this sector.

Observation #7: The phenomena growth of Utah’s ILC presence, projected to reach
$200 hillion within five years, may be largdly attributed to both its friendly regulatory
environment and the ease with which parent companies can transfer assets to their ILCs.

Observation #8: Although only Utah, Cdifornia, and Colorado can issue ILC charters,
other states have somewhat smilar charter options, which can pose a competitive threst
to any sateissuing ILC chartersin an unfriendly regulatory environment.



Observation #9: Utah's competitive advantage as a“business friendly” regulatory
environment is tenuous, Since regulations can be subject to change a any time. Thus if
Utah' s regul atory environment were to become more redtrictive, ILCs could apply for a
charter in another state for aminimal cost and transfer assets with rdative easein a
maiter of minutes.

REGULATORY ENVIRONMENT

Observation #10: Part of an operationd mandate, ILCs must comply with the
Community Reinvestment Act (CRA), which is designed to encourage depository
inditutions to help meet the financia needs of the communitiesin which they operate and
remain consstent with “safe and sound” banking operations.

Observation #11: Currently, the “rule of thumb” for meeting CRA requirementsis about
one percent of assets. Based on this, there is gpproximately $820 million in available
CRA funding. However, the FDIC largely fedsthat thereis more funding available than
investment opportunity, and thus provides satisfactory CRA ratings to those banks that
show “good faith” effort in cultivating community needs and fulfilling investment
opportunities.

BENEFITS OF ILCS IN UTAH

Observation #12: The ILC industry isakey contributor to the state of Utah, providing
jobs, infusng capitd into the region through taxes, Sate fees, community reinvestment
monies, and commercia red edtate rents.

IMPLICATIONS FOR ILC INVESTMENT IN VENTURE CAPITAL

Observation #13: Indudtrid Loan Corporations can play amgor role in dleviating the
second- and third-round financing discrepancy that is often critica to a company’s ability
to meke an initid public offering.

Observation #14: The potentid to channd CRA investments into second- and third-
round venture capital funding presents ared opportunity for Utah to further develop and
drengthen its high-tech base, and thusits economy, having vast implications for
economicaly chalenged communities. Under the current environment, the ability exists

to allocate a reasonable portion, 20 to 30 percent, of the substantial CRA funding pool of
approximately $1 billion to entities dedicated to later stage financing and thus, Utah's
future economic well being, without impacting current investment initiatives such as low-
income housing loans, credit education, non-profit organizationd charters, etc.



RECOMMENDATIONS

Recommendation #1: Influence ILCsto invest in Utah's future economic growth and
hedlth, benefiting everyone, by gpportioning an appropriate amount of their CRA
invetments to later stage funding of venture capita in Utah. Governor Leavitt can play a
key rolein this process by providing this vison and garnering support not only among
ILCsbut aso locd, Sate, and federa government, as well as venture capital firms,
banking associations such as the Utah Association of Financia Services, banking
regulators, and Utah's citizens. It isimportant to note that thisinitiative is not adiverson
from the needs of Utah’s economicaly chalenged, but rather, an investment in Utah's
future economic growth, benefiting al participants by stimulating economic vitdity and
job growth.

Recommendation #2: Encourage the formation of new Smdl Business Investment
Companies (SBIC) to be set up in Utah that focus on second- and third-round venture
funding. In order to effectively fulfill the “safe and sound” investiment test imposed by
the Department of Financid Ingtitutions and the FDIC, this requires identifying a
seasoned management team that has atrack record of successin later stage financing.
Investing through an SBIC is the smplest method for ILCs to meet CRA requirements
for investing in small businesses. Since currently, Utah's SBICs are set up to focus
mainly on seed funding, new SBICS, licensed to fund second- and third-rounds, should
be established.

Recommendation #3: Establish and champion a modest and attainable objective of
securing gpproximately 20 percent of ILCs CRA funding, increasing the emphasis and
endorsement of economic development in the form of venture capita through investment
in SBICs.

Recommendation #4: Develop and conduct a public relaions campaign that articulates
the importance of ILCsto Utah’s economic development and the important role they can
play in funding some of the Stat€’'s most promising companies and innovations, building
and srengthening Utah' s economic future—ultimately benefiting dl Utahns. Research
conducted indicates that, more often than not, ILCs, government agencies, locd venture
capitdigs, and community entities have contragting interpretations and viewpoints in this
area. The dignment of these groups s crucia to maximizing the potentid of the ILC
industry in this endeavor.

Recommendation #5: Create avenues for recognition of local ILCs and the great impact
they can have on Utah's economy and the community & large. Delinegte the postive
benefits Utahns derive from having a critical mass of ILCswithin the state. This may
include an influx of higher paying, skilled jobs, funding for community enhancement,

and prestige for Utah as afinancia center.

Recommendation #6: Convey the benefits of and potentid implicationsfor the ILC
industry in Utah to legidative decison makers, engendering continued support.
Emphasize the importance of having a critical mass of ILCsremain in the State, as well



as the fact that their tenure here can be tenuous, dependent upon the future regulatory
environmen.
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UTAH INDUSTRIAL LOAN CORPORATIONS

Bdow isacontact lig of ILCsthat dready exist in Utah. It isimportant to remember that
many of these ILCs are dready |eading companies within the greater ILC industry and

have laid the foundation for Utah's growing financid services sector.

Company

President

| General Phone#

Utah Companies:

Advanta Bank Corporation
(Draper, UT)
www.advantabank.com

Jeffrey D. Beck

(801) 523-0858

American Express Centurion Bank
(Midvale, UT)
www.finance.americanexpress.com

David E. Poulson

(801) 565-5000

American I nvestment Financial
(Midvale, UT)
www.aifusa.com

Kent Landvatter

(801) 352-2877

Associates Capital Bank
(Salt Lake City, UT)
WWWw.associ atescapital bank.com

Brian Withham

(801) 715-7456

BMW Financial Services
(Salt Lake City, UT)

www.banking.bmwusa.com

David Paul

(801) 994-7885

Celtic Bank
(Salt Lake City, UT)
www.celticbanking.com

Reese Howell (VP)

(801) 363-6500

CIT Online Bank
(Sdlt Lake City, UT)
WWW.citgroup.com

Richard P. Lake

(801) 947-7563

CitiFinancial Services, Inc.
(Murray, UT)
WWWw.Citigroup.com

Bill Clements, Jr.
(District Manager)

(801) 728-9186

Conseco Bank, Inc.
(Salt Lake City, UT)
Www.consecobank.com

Brent Peterson

(801) 944-3374

Escrow Bank USA
(Midvale, UT)
WwWw.escrowbankusa.com

Steve Nielsen

(801) 352-0083

First Electronic Bank
(Draper, UT)

Jm McLaughlin

(801) 572-4004

First USA Financial Services, Inc..

(Salt Lake City, UT)
www.bankone.com

James W. Baumgartner

(801) 281-5800

GE Capital Financial Inc.
(Salt Lake City, UT)
www.ge.com/capital/cardservices/corpcard

Jeffrey R. Dye

(801) 517-5000

Merrick Bank Corporation
(South Jordan, UT)
www.merrickbank.com

Richard L. Urritia

(801) 685-7700

Merrill Lynch Bank USA

(Selt Lake City, UT)
www.ml.com

Preston L. Jackson

(801) 526-8300
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Morgan Stanley Dean Witter Bank
(Sandy, UT)
WWWw.morganstanley.com

Robert D. Myrick

(801) 566-4161

Pitney Bowes Bank
(SAlt Lake City, UT)
www.pb.com

Zock B. Goeckeritz

(801) 281-5522

Providian Bank
(Sdlt Lake City, UT)
www.providian.com

Mark Zupon

(801) 519-0555

Republic Bank
(West Bountiful, UT)

www.republic-bank.com

Boyd Lindquist

(801) 397-0613

Transportation Alliance Bank
(Ogden, UT)
www.tabbank.com

Clint E. Williams

(801) 334-4800

Universal Financial Corporation
(Salt Lake City, UT)

Steve Taylor

(801) 453-1380

Valley Loan Corporation
(Murray, UT)

Robert |. Bowes

(801) 968-9093

Volvo Commercial Credit Corp. of Utah
(Salt Lake City, UT)
www.volvo.com

Wallace M. Jensen

(801) 266-8524

Web Bank Corp.
(Salt Lake City, UT)
www.webbank.com

Kenneth H. Peterson

(801) 993-5050

Wright Express Financial Services
(Murray, UT)
www.wexcorporatecard.com

Steven A. Hoskins

(801) 270-2660

Your:)Bank.com
(Salt Lake City, UT)

John L. Richards

(801) 412-6524
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INTRODUCTION

WHATISAN ILC?
An indugtrid loan corporation (ILC) isadepository charter that:

Can be owned by a non-bank;

Isdigible for FDIC insurance; and

Is excepted from the definition of a“bank” set forth in the
Bank Holding Company Act of 1956 (BHCA).

The ILC has become an attractive charter for non-bank companies that want to own a
financid indtitution, but do not want to be subject to most of the restrictions imposed by
the federd Bank Holding Company Act, which outlines two main functions that
condtitute a bank (commercia loans and demand deposits) and discriminates between
banking and non-banking activities® A Utah-chartered ILC is adepository ingtitution
subject to the same state regulatory oversight as a Utahchartered commercia bank.
(Both are regulated by the Department of Financid Indtitutions.)

ScoPEOF ILC FUNCTIONS

Generaly, ILCs are authorized to make dl kinds of consumer and commercid loans and
to accept federaly insured deposits, but not demand depositsif they have total assets
greater than $100 million.

An ILC mainstay has been Theflexibility of an ILC charter has made it an dtractive
the issuance of credit vehicle for some large and well-know corporations. ILCs
cards to consumers and offer aversdtile depository indtitution charter for
businesses nationally. companies not permitted to, or choosing not to, become
subject to the parent company activity limitations under

the Bank Holding Company Act. Companies such as American Express, GE Capita
Financid, Merrill Lynch and others have taken advantage of the exportation of interest
and other charges afforded nationd banks and federdly insured, state-chartered financid
inditutions. An ILC maingstay has been the issuance of credit cards to consumers and
businesses nationdly.

ILCs are subject to safety and soundness examinations by the Department of Financid
Ingtitutions and the Federal Deposit Insurance Corporation (FDIC). AnILCisadso
subject to the Community Reinvestmert Act (CRA) and consequently receives a periodic
compliance examination. (See aso section on Regulatory Issues for ILCg)
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VALUE PROPOSITION OF ILCsS

ILCs have a compelling vaue proposition for both the corporations forming them and the
gates in which the companies choose to charter. The following vaue proposition analyss
is Utahspecific.

FOR THE STATE

Taxes—Because ILCs are corporationsin the state in which they are chartered, the
majority of their taxes are paid to that state.

CRA funds—Each ILC isrequired to reinvest in the community in which it operates.

The rule of thumb is one percent of totd assets. Banks are adso subject to thisregulation,
but total assets of state chartered banks totaled $3.1 billion in June 2000, compared with
ILC assets of $82 hillion, reducing the comparative impact that bank CRA investment has
in the State.

Employment—It is estimated that 8-10,000 people are employed directly dueto ILC
activitieswithin the State. These tend to be good jobs with career paths interndly for
taented individuas.

Reputation—The State increases in its credibility as prominent corporations locate
within the borders. The prestige of the State as the “Delaware of the West” can be
attributed to the ILC indusiry’ s growth in Utah. The growth and credibility Utah is
gaining, as a Sate, in thefinancia service sector islargdy aresult of the ILC industry.

FOR CORPORATIONS

Regulation—The true vaue propostion of an ILC iswho regulates you—or more
precisaly, who does't regulate you, namely the Federal Reserve. ILCs are only subject to
regulation by the FDIC and the relevant State regulators (i.e. Department of Financid
Indtitutions).

Vertical integration—ILCs provide away for industrid corporations to expand their
ownership of the customer relationship, effectively getting once step closer to their
customers, as they diminate the middleman.

Funding Sour ce Expansion—ILCsdlow parent companies to tap into other funding
sources and liquidity available to the parent company through the ILC, which can
certainly hdp expand ther business.

Opportunity Cost— From an opportunity cost perspective it would be rationd to
assume that parent companies can make better returns through the formation of an ILC
than through dterative investment opportunities, since the free market is seeing the
organization of 1LCswith some of the nation’s lending corporations.

14



HisTORICAL CONTEXT

While ILCs have been in existence for over 80 years, only recently
have they risen in popularity as credible financid intuitions with solid
returns, garnering the interest of mgjor corporations. The last 14 years

of the ILC industry have seen some significant changes, and thus, will be discussed in-

depth below.

ILCs have been around since the 1920s, when
Snce then, (ILCs)...have they provided the sort of low-qudlity, high
flourished, as a way for non- interest rate industrial 1oans that ordinary banks
banking companies to own abank | shunned. Thisform of potentialy risky lending
insured by the FDIC, but not has formed a basis for a negative perception of
subject to regulation by either the ILC activities, despite their overall current
Federal Reserve or the Office of the | record as strong, credible intuitions. In 1986,
Comptroller of the Currency. following some embarrassing and costly

falures, ILCswere required to be insured with

the FDIC. Since then, they have flourished, as away for norbanking companiesto own
abank insured by the FDIC, but not subject to regulation by ether the Federal Reserve or
the Office of the Comptroller of the Currency.?

Pre-1987:

1987-present:

ILC Timdine

The Bank Holding Company Act defined a*“bank” as an inditution
that made:

(1) Commercid loans and

(2) Accepted demand deposits.

This definition created the “non-bank bank” loophole by which these non-
bank banks could do either commercia loans or demand deposits but not
both.

The Compstitive Equdity Banking Act of 1987 (CEBA) closed the non-
bank bank loophole by changing the definition of “bank” to include any
ingtitution having FDIC insurance, potentidly including ILCs. However,
CEBA a0 carved out some important exceptions to the definition of the
term “bank,” including the exception that reintroduced ILCs, which
provides that anILC isnot a“bank” if it is

Organized under the laws of a State which, on March 5, 1987, had in
effect or had under consideration in such Stat€ s legidature a satute which
required or would require such inditution to obtain insurance under the
Federa Depost Insurance Act and

Does not accept demand deposits that the depositor may withdraw by
check or smilar means for payment to third parties;
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Possesses totd assets of [ess than $100 million;

The control of whichisnot acquired by any company after August 10,
1997; or

Does nat, directly, indirectly, or through an affiliate, engage in any
activity in which it was not lawfully engaged as of March 5, 1987.2

INDUSTRY CONTEXT

The ILC charter essentidly dlows industrial companies (nor+banks) to own banks. This
serves the basic purpose of vertica integration for industrid corporations wishing to own
more of the customer relationship. The ILC charter also enables parent companies to tap
into other funding sources and liquidity to expand their business. Additionaly, the ILC
charter creates an avenue for a corporation’s resources with “lighter” regulation (no
Federal Reserve oversight).

Some barriers to companies forming ILCs include alack of perceived vaue, knowledge,
and lobbying efforts seeking to prevent companies from forming ILCs.

- Some companies do not yet recognize aneed to form an
However, the desire of ILC to meet the needs of their customers. However, the
corporations to expand desire of corporations to expand the scope of the

the scope of the customer | o gomer relationship (effectively “owning” more of their
relationship beyond the customers commerce) beyond the interaction associated
m_teractl_on assoc atgd with their core offerings to financia services creates the
with their core offeringsto | neroeived need to form an entity such asan ILC. BMW
financial services creates | gerided to form an ILC when they wanted to vertically
the perceived need to form | inteqrate and thus expand the customer rdlationship

an entity such asan ILC. beyond carsto their customers financia needs. There
are other options for providing financia servicesto
customers such as certain types of credit unions or nationd thrift associations. However,
the ILC expands and enriches the financia services offering above and beyond
supplementary options. Furthermore, 1LCs dlow these companies to tap into other
funding sources and liquidity, which can certainly help expand their business.

The other barrier to forming an ILC is knowledge. Some industrial companies may not
know alot aout ILCs or how they are set up. The knowledge of an ILCs opportunity to
earn a higher return on liquid assets while extending the customer relationship will

increase as the ILC model gains more awareness and popularity.

The lagt barrier to having new charters submitted is the potential lobby againgt certain
companies obtaining ILC charters. In the June 2001 issue of The Economist it was
reported that companies such as Microsoft and Wal-Mart (the largest employer in the
world) are rumored to be interested in chartering ILCs, but might not receive FDIC
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gpprova, due to a potentia lobby of “small, traditiona” banks that fear the competition
these powerhouses present to the banking industry.*

Theindustry for ILCs specificdly is contained __Other states do have somewhat
to Utah, Cdlifornia, and Colorado. However, similar charter options.

while only three gates can issue ILC charters, These. . become a competitive
other sates do have somewhat smilar charter threat to a state issuing ILC
options. Essentidly Utah, Cdifornia, and charters when the Sate's
Colorado have the“ILC” terminology, but regulatory environment becomes
they do not have alock on entities formed unfriendly to the ILC industry
under dternative chartersin other sates. B

These dternative charters only become a comptitive threet to a state issuing ILC
charters when the State' s regulatory environment becomes unfriendly to the ILC industry.

The regulatory environments widdly differ between three states issuing ILC charters. The
result of that isawide disparity in the number and sze of companies charting ILC'sin
each date

Utah $82 billon in assets (approx. 25 ILCs)
Cdiforna$10 hillion in assets (approx. 23 ILCs)
Colorado $630 million in assets (approx. 5 ILCs).

The ast totd for ILCsisimportant because of the rule of thumb in the industry that
ILCsfulfill their CRA obligation by giving one percent of their assats to the communities
in which they reside.

Compared to Utah, the markets in Cdiforniaand Colorado are inconsequentia. While
Utah is home to the banks of powerhouse parent companies like Merrill Lynch, American
Express, GE, and others. Californiaand Colorado’s ILCs are mainly lesser-known loca
companies. This explainswhy Cdifornia has approximately the same number of ILCsas
Utah, but their total assets are a mere $10 billion compared to Utah's $82 hillion. The per
capitaasst levels of the ILCsin Cdliforniaand Colorado are not likely to mirror the per
capitaasset level of Utah ILCs because the mgority of ILCsin Cadiforniaand Colorado
do not have parent companies with large amounts of assets that could be transferred to
the ILC baance sheet. Merrill Lynch, eedly the largest ILC in terms of assets, illustrates
how ILCs can transfer assets from their parent company. In December 1998 Merrill
Lynch’sILC had lessthan $1 hillion in assets. Thisrose sharply to $31 billionin
September of 2000 and again to $54 billion sx monthslater in March of 2001. This
explogve growth was due to Merrill Lynch’s mandate to push much of the cash held by
its stock broking clientsinto accountsinitsILC.

) The ILC environment varies widely between the three
Recently Gray D_aV|s,_ states issuing charters. For ingtance, Cdiforniais generdly
governor of California, |y ot of as an unfriendly state for ILCs aswell s

has changed legislation |y nessin general dueto the State' s strong regulatory

totry tomakeinroadsto | enyironment. Another downside of Califomiaisthe higher
the booming ILC

mar ket.
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codts of doing business within the state. Recently, recognizing an ILC' s potentid vaue
proposition for ahost state, Gray Davis, governor of Cdifornia, changed ILC regulatory
legidation to try to make inroads in the booming ILC market. Late in 2000, Governor
Davissgned ahill that gave the State's | L Cs many of the same powers as commercid
banks, including the right to conduct transactions with parent companies and affiliates.

“Under the former law, if amember of the board of directors of an indudtrid loan
company owned an automobile dedlership in the community, the bank could not finance
loans or purchase contracts from that dedlership,” said Bernard B. Nebenzahl, an atorney
who lobbied for the new law on behdf of the Cdifornia Association of Indudtria

Bankers.

In addition, Cdifornid s 23 industrid banks had California is beginning
previoudy been prohibited from doing businesswith to acknowledge that they
customers of their parent companies. But under the new understand the val ue of
Cdifornialaw, these banks now have the ahility to lend having these companies
to such customers -- a change supporters say will make within their borders

its charter far more attractive. While Cdiforniais

beginning to acknowledge that they understand the value of having these companies
within their borders’, the opinion among ILCsin Utah is that these changes are merely
surface changes and are not significant enough to make Cdifornia more desirable than
Utah for ILCs, due to the generd red tape associated with doing businessin Cdifornia
and more stringent consumer credit laws.

The environment for the ILC industry isless favorable in the State of Colorado.

Colorado currently hasfive ILCs chartered in the state, predominately local companies,
with assets totaing $630 million. In genera, Colorado has not actively sought to attract
ILCsto charter in the State, and does not have as friendly of aregulatory environment as
Utah. A description of the ILC environment in Colorado could be made as even resistant
because of the many laws and redtrictions in place seeking to limit an ILC' s activities.

One Utah-based ILC president Utah has by far the best regulatory environment
stated that even if Utah law for for the | LC Industry. This type OT competitive

| LCs became unfavorable, he would advawtz_age is tenuous however, since these _
not move to another state, but regulations can aways be changed. For maor
instead would most likely abandon corporations wishing to establish an ILC, the

the ILC name and seek other ways regulatory environment largely adecision
: breaker. One Utah-based ILC president stated
to perform the same functions...

that if Utah law for ILCs became unfavorable,
he would most likely abandon the ILC name
and seek other ways to perform the same functions by using asimilar charter option
available in Utah or in another state. Utah is so far ahead of Cdiforniaand Colorado both
legidatively (Cdifornia s sate banking code with 100 sections is extremely complex vis-
aVvis Utah's banking code with only 14 sections) and in gaining a criticd mass of ILCs,
that Cdliforniaand Colorado do not pose much of a competitive threat to Utah's share of
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the ILC industry. The only significant threat to Utah’s share of the ILC indudtry isitsdf,
or rather its regulations.

GROWTH PROJECTIONS

SinceILCsare generdly avertical arm of larger parent companies, operating in the niche
market of their parent, they often times do not compete with one another. Thus, the ILC

market is not likely to reach saturation (as the credit card industry has), even though more
companies are investigating this form of business,

The growth outlook for the ILC industry is very promising—athough it is most

promising in Utah vis-a&vis Cdiforniaand Colorado. Industria loan corporation assets
under management in Utah have risen from $2.9 billion at the end of 1995 to $59 hillion
in September 2000 to $82 hillion in March, and it is projected to be $100 billion by year-
end.® Cdiforniaand Colorado are no longer growing, as ILCs are dowly abandoning
their chartersin these Sates.

The phenomena growth in Utah may be attributed to both its friendly regulatory
environment and the ease in which parent companies can transfer assetsto their ILCs.
Specificdly, asset growth from the parent company typicaly resultsin an eectronic
transfer of parent company holdings, not from increased customers or revenues and
consequently, this does not mirror typica growth implications such as alarger employee
base or higher corporate income taxes paid to the State. Fro example, Merrill Lynch grew
from $1 billion in assts to $60 hillion in assets by smply understanding more about their
charter’ s options.

The growth of .
Utah'sILC indusiry Growth of Utah ILCs in Assets

can be best divided
100 /
80

Asset Value in
Billions

into two aress—

exiding charters and

The growth of the 60 )

market in exigting /

chartersis estimated 40 - ' '

within the next five S ® & &F WS
: S O ¥ v 9 o 9

years (effectivey v . .v

doubling its current Growth Timeline

potential charters.
to be $200 billion S & PSPPI >
size of $82 hillion).

Growth in potentia chartersis more difficult to quantify. The Utah Department of
Financid Inditutions estimates that it recaives four to five incoming cals aweek from
companies interested in chartering an ILC. Obvioudy not al cadls materidize quickly
into charters, since only about four to five ILCs are actudly chartered each year in Utah,
but potentialy as ILCs gain more mindshare and acceptance, that could change.
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If the current trend of processing gpproximately four to five new charters ayear
continues, the number of playersin Utah could aso double in the next four to five years.
Thus, thisareaisinfinitely large—barring any new unfavorable
legidaion that might limit the growth of ILCsin the new state or the
number of charters Utah can issue. Asdiscussed earlier, the critical
meass of ILCsresding in Utah has pogtioned the State prominently
ahead of competing states within the industry. Advantages for
companies choosing to charter their ILC in Utah are both avery
business friendly regulatory environment and no caps on interest rates.
Utah dso has ahighly skilled workforce and alower cogt of living
them competing IL C states—two additional advantages for companies choosing to
charter in Utah.

The aforementioned advantages of charting an ILC (see dso section on “Vdue
Proposition of an ILC”) in Utah are so widdly known that the Department of Financia
Ingtitutions does not need to market itsalf to any companies looking to establish ILCs.
However, Utah iswaking afine line with new ILC charters. While Utah would like to
have more ILC businessin the State, at the same time it doesn’t want to attract Federa
attention because of potentia Federal interference resuting in tighter regulations
(effectively diminating alarge benefit to the ILC charter).

The ease of exportation makes the competitive advantages of Utah's ILC environment
tenuous. As a cautionary note, if Utah's regulatory environment were to become more
restrictive on ILCs, the ILCs could gpply for a charter in another state for aminimal cost
and transfer assets with rlative ease in amatter of minutes.

The growth outlook for ILCsin Cdiforniais dim. In fact, the number of Cdifornia
chartered ILCs has decreased each year for the past few years and despite recent
regulatory changes, skeptics do not anticipate areversa of this trend. Colorado’s growth
outlook is even more disma than California s because Colorado had not yet
acknowledged the desire to have ILCsin their State and therefore, has made no attempts
to attract the industry.
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REGULATORY ISSUES FOR ILCsS

ILCs are not as heavily regulated as their traditiona banking counterparts, being
exempted from Federa Reserve and Office of the Comptroller oversght. Additiondly,
ILCs are governed by the FDIC and the relevant regulatory offices of the sate in which
they resde. Dueto limited federd oversght, individua state regulations are more so
determining factors in the selection of a charter state. A “business-friendly” regulatory
environment, such as Utah's, is one of the largest advantages of the ILC charter for
parent companies. The following sections outline pertinent regulatory issuesfor ILCs.

FEDERAL RESERVE OVERSIGHT

As previoudy stated, the Federa Reserve does not have regulatory
oversght in the ILC industry (see dso, Value Proposition of an ILC).
However, the booming ILC industry has gained alot of attention asiit
experiences explosive growth, attracting the interest of large
corporations looking to establish financid entities outside the scope

of the Federd Reserve sregulatory domain. While thereis no suggestion that ILCs are
unstable and non-credible businesses, the Federal Reserve does not look fondly on the
way thet some of the world's leading industrid companies are getting into banking
unscrutinised by its regulators.” Whether or not ILCs will remain out of the domain of the
Federal Reserve isaquestion that has yet to be answered.

COMMUNITY REINVESTMENT ACT

ILCs are required to comply with the | TO prévent redlining, banks are under the
1977 Community Reinvestment Act, | intensescrutiny of regulators seeking to
intended to encourage depository ensure abalance is being struck in loan
institutions to help meet the financial | 9ranting practices and to monitor for adequate
needs of the communities in which |loan dispersion to low income sections of the
they operate, including low- to county in which the banks operate. Aswith
moder ate-income nei ghbor hoods' tl’z'_sdltl ond ba‘lkS, ILCs ae I’e(_JUI red to Comply
and consistent with “ safe and sound” | With the 1977 Community Reinvestment Act
banking operations... (CRA) intended to encourage depos tory
indtitutions to help meet the financia needs of

the communities in which they operate, including low- to moderate-income
neighborhoods, and consistent with “safe and sound” banking operations® To ensure that
ILCs are mesting this sandard, a CRA evauation by the FDIC is required periodicdly,
approximately every two years, for dl insured depository ingtitutions. Based on their
performance, each bank is then assigned one of four ratings: “outstanding,”

“satifactory,” “needsto improve,” or “substantial noncompliance.”

An organization with a CRA rating below “ satisfactory” may be prevented from

participating in amerger or acquisition, dthough thisis not dways enforced. Whilethis
isthe only preset consequence for companies, ratings and a summary of each
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performance evauation must be made public, enabling communities to file complaints
and put pressure on negligent inditutions to improve.

Under associated legd precedence, federa regulatory agenciesincluding the Federa
Resarve, the Office of the Comptroller of Currency, the Office of Thrift Supervison, and
the Federa Deposit Insurance Corporation (which evauates ILCs), evduate afinancid
indtitution through a performance- based examination, the scope of which is determined
by the inditution’s Sze and business drategy. Large, retail-oriented indtitutions are
examined using the lending, invesment, and sarvicetests. Smdl inditutions are
examined usng a sreamlined smal indtitution tet.

Wholesde and limited purpose ingtitutions are examined under a community

development test. All ingtitutions have the option of being evaluated according to a
srategic plan developed by the company and a personaized set of criteria, by which each
company is rated and approved by the FDIC. No matter which evauation method is
used, each inditution’s performance is evaluated according to a** performance context’™’
that examiners factor into their CRA evduations. This performance context includes the
congderation of factors such as each indtitution’ s business strategy and condraints, as
well as the needs of, and opportunities afforded by, the communities served.’

All methods of evauation have been used for ILCsin Utah, dthough the most common
test isthe smdl bank test. Following isadescription of each test and further explanation
of the associated performance context.*°

LARGE RETAIL INSTITUTIONS

Large retall indtitutions are subject to lending,

The tests also Ca_‘“ for _ investment, and service tests. Thesetests primarily
gualitative consideration of an consider things such as the number and dollar
institution’s activities, including | S ount of | oans, qualified investments, and

whether ... |oans, investments, services, aswdl asthe location, financid status,
and services are responsiveto | 4 redipjents of these activities The testsalso call
community credit needs; for qualitative consideration of an institution's
whether...they areinnovative, | arivities including whether, and to what extert,
flexible, or complex activities... | |gang, investments, and services are responsive to

community credit needs, whether and to what
extent they are innovative, flexible, or complex activities, and, in the case of invesments,
the degree to which the investments are not routinely provided by private investors.
Thus, these regulations attempt to temper their reliance on quantitative factors by
reguiring examiners to evauate quditative factors as wdl, snce not dl activities of the
same numerica magnitude have equa impact or entail the same relaive importance
when undertaken by different indtitutions in different communities.

L ending test. Agencies evauate an inditution’s lending performance by considering the
number and amount of loans originated or purchased by the inditution in its assessment
areg; the geographic digtribution of its lending; characteristics of its borrowers, such as
their income levd; its community development lending initiatives, and its use of
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innovative or flexible lending practices to address the credit needs of low- or moderate-
income individuas or geographiesin a“safe and sound” manner.

I nvestment test. Agencies evaluate large retall inditutions' performance under the
investment test according to the dollar amount of qudified invesments; the
innovetiveness or complexity of these investments; their responsveness to credit and
community development needs, and the degree to which they are not routinely provided
by private investors. Agencies have included the investment test in CRA evduationsin
recognition that investments, as well as loans, can help meset credit needs.

Service test. Under the service test, agencies consider an inditution’s branch digtribution
among geographies of different income levels, its record of opening and closing

branches, particularly in low- and moderate-income geographies; the availability and
effectiveness of dternative sysems for ddivering retal banking servicesin low- and
moderate-income geographies, and the range of services provided in geographies of dl
income levels, as wdll as the extent to which those services are tailored to meet the needs
of those geographies. The agencies dso consder the extent to which an indtitution
provides community development services and the innovativeness and responsiveness of
those services. (See Appendix A for additiona information about the lending, investment,
and servicestests))

Community development activities of largeretail institutions. Under CRA regulation,
“community development” means affordable housing (including multifamily rental

housing) for low- to moderate-income individuas, community services targeted to low-

to moderate-income individuds, activities that promote economic development by
financing small businesses and farms; and activities thet revitalize or gabilize low- to
moderate-income geographies.

Tables 1 and 2 below provide the point scale used for the lending, investment, and
sarvice tests. Because more emphasisis placed on the lending test, an indtitution may not
receive an overal “satisfactory” rating unless it receives at least a“low satisfactory” on
the lending test, asthe total points are capped at three times the lending score!! Thus, a
bank that receives an “outstanding” rating on the lending test receives an overal assgned
rating of at least “satisfactory.” A bank that receives an “outstanding” rating on both the
sarvice test and the investment test and arating of at least “high satisfactory” on the
lending test recaives an assigned rating of “outstanding.”

Table1l: POINTSASSIGNED FOR PERFORMANCE UNDER LENDING,
INVESTMENT AND SERVICE TESTS

Lending Service I nvestment
Outgtanding 12 6 6
High Satisfactory 9 4 4
Low Satisfactory 6 3 3
Needs to Improve 3 1 1
Substantial Noncompliance 0 0 0

Source: Federa Financia Institutions Examination Council
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Table2: COMPOS TE RATING POINT REQUIREMENTS
(Add pointsfrom threetests)

Rating Total Points
Outstanding 20 or over
Satisfactory 11 through 19
Needs to Improve 5 through 10
Substantial Noncompliance 0 through 4

Source: Federal Financia Institutions Examination Coundl

SMALL INSTITUTIONS

A “‘gmdl inditution” is defined as an inditution with tota assets amounting to lessthan
$250 million, independent or &ffiliated with a holding company that has total bank and
thrift assets of lessthan $1 billion, for two preceding years. Small indtitutions are
evauated under a streamlined test that focuses primarily on lending activities. When
evauding asmadl inditution, an agency consdersits loan-to-deposit ratio; the
percentage of loansin its assessment aress; its record of lending to borrowers of different
income levels, as well as businesses and farms of different Szes; the geographic
digtribution of itsloans, and its record of taking action, if warranted, in reponse to
written complaints about its performance in helping to meet credit needs in assessment

arex(s).

LIMITED PURPOSE AND WHOLESALE INSTITUTIONS

ILCs do not typically teke the form of alimited purpose or wholesdle ingtitution. A
limited purpose indtitution offers only a narrow product line (such as credit card or motor
vehicleloans) to aregiond or broader market and must request and receive designation
as alimited purpose inditution from its regulatory agency. A wholesale indiitution is not
in the business of extending home mortgage, smdl business, smdl farm, or consumer
loansto retall customers, and smilarly must obtain a designation asawholesde
indtitution. The community development test is the eva uation method used for both

limited purpose and wholesale indtitutions
STRATEGIC PLAN

The federa agencies developed the strategic plan
option to provide ingtitutions with more flexibility and
certainty regarding what aspects of their performance
will be evauated and what quantitative and quditative
measures will be gpplied. To exercise this option, an
inditution must informally seek suggestions from the
public while developing its plan, solicit forma public
comment on its plan, and submit the plan to its
regulatory agency (aong with any written comments
received from the public and an explanation of any
changes made to the plan in response to those public
comments). To be approved by an agency, aCRA
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deemed appropriate.




drategic plan must have measurable goa's and address how the indtitution plans to meet
the credit needs of its assessment areg, in particular, low- to moderate-income
geographies and individuas, through lending, investments, and services, as deemed
aopropriate. Although strategic plans should generaly emphasize lending gods, thisrule
dlows ingitutions the flexibility to choose a different emphad's, as necessary, given therr
business drategy and the individual needs of their community.

Developing and obtaining gpprova of a drategic plan takes great effort, but once the plan
isin place, therating of the company isfairly sraightforward. Furthermore, because the
bank st its own criteriafor earning a*“ satisfactory” or “outstanding” rating within the
guidelines of the CRA code, it knows exactly what must be done to receive those ratings.
The plan usually tekes three to five years to develop.

PERFORMANCE CONTEXT

In addition to their quantitative assessmert of the amount of afinancid inditution’s
community development activities, examiners make qudlitative assessments of an
indtitution’s leadership in community development matters and the complexity,
respongveness, and impact of the community developmert activities of the ingtitution. In
reaching a conclusion about the impact of an inditution’s community development
activities, examiners may, for example, determine that aloan to one smdl businessina
low- or moderate-income geography that provides needed jobs and servicesin that area
may have a grester impact and be more responsive to community credit needs than does a
loan granted to another small businessin the same geography that does not directly
provide additiona jobs or services to the community. These regulations provide that an
indtitution’ s performance under the stated tests and standards is eva uated within the
context of available information about the indtitution, its community, its competitors, and
itspeers. Such information may include:

1. Demographic data on median income leves, digtribution of household income,
nature of housing stock, housing costs, and other relevant data pertaining to a
bank's assessment area(s);

2. Any information about lending, investment, and service opportunitiesin the
bank's assessment area(s) maintained by the bank or obtained from community
organizations, date, loca, and triba governments, economic devel opment
agencies, or other sources,

3. Thebank's product offerings and business Strategy, as determined from data
provided by the bank;

4. Inditutiond cgpacity and congraints, including the sze and financid condition of
the bank, the economic climate (nationa, regiona, and loca), safety and
soundness limitations, and any other factors that significantly affect the bank's
ability to provide lending, investments, or services in its assessment arex(s);

5. Thebank's past performance and the performance of smilarly Stuated lenders;

6. The bank's public CRA file and any written comments about the bank's CRA
performance submitted to the bank or the regulatory agency; and any other
information deemed relevant by the agencies.*
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Some agencies assert that performance context provides a means to evauate the
quditative impact of an inditution’s activitiesin acommunity, sriking the right balance
between the quantity and quality of an inditution’s activity. Appropriate information
helps to assess the respongiveness of an inditution’s activities to community credit needs.
Performance context may aso provide ingght into whether an activity involving alower
dollar amount could meet community needs to a greater extent than an activity with a
higher dollar amount, but with less innovation, complexity, or impact on the community.

Traditional banks are often able Because of the emphasis on context, regulatory
to meet their CRA requirements agencies have avoided establishing a specific
simply by conducting businessas | @mount or investment percentage for meeting

usual, ensuring that the low- to CRA requirements. Traditiona banks are often
moder ate-income segments of able to meet their CRA requirements smply by
their local market are being conducting business as usua, ensuring that the
served. low- to moderate-income segments of their locd

market are being served. Since ILCs do not have
traditiona bank offerings and as much as 99 percent of their customers are located

outsde of Utah, companies emphasize investments, service, and community devel opment
projects. Currently, the “rule of thumb” in thisindustry for the gppropriate amount of

funds to contribute to CRA projects is one percent of assets.

If an ingtitution has adequately addressed the community development needs of its
assessment are(s), examiners will consider its community
development activities that benefit geographies or individuds located
somewhere within aregiond areathat includes the inditution's
assessment area(s) or statewide, even if those activities do not benefit
its assessment area(s). Thisis especidly important to Utah sncea
majority of the states $32 hillion ILC industry assetsislocated in Sdlt
Lake County and the area may not be able to hold $820 million in CRA investment
funds.

The CRA prerequisite does not require a bank to make loans or investments or to provide
sarvices that are incongstent with “safe and sound” operations. The FDIC anticipates
that banks can meet CRA standards with “ safe and sound” loans, investments, and
services on which the banks expect to make a profit. Thus, banks are permitted and
encouraged to develop and apply flexible underwriting standards for loans that benefit
low- or moderate-income geographies or individuas, if congstent with * safe and sound”
operations.

CRA ACTIVITIESOFUTAH ILCS

Utah's ILCs support avariety of programs and activities to fulfill CRA requirements with
low-income housing asamgor focus. Many 1L Cs contribute to the Utah Community
Reinvestment Corporation, established specificaly to use funds from loca banks to meet
low-income housing needs and support other CRA-approved activities. Currently, $30
million of the $40 million fund is committed by ILCs. Many companies aso participate
in consumer credit education, programs for low-income families such as day-care, smdl
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business lending, and various charitable organizations. The activities that are acceptable
for CRA invesment are varied (not an exhaudtive list):
- Utah housing bonds;

Low income housing projects;

Grants to non-profit corporations (if they support low-income initigives);

Women and minority owned businesses,

Smdl businesses,

Child care programs (if geared to low-income people);

“Credit” education and counsdling;

Refinancing (for low-income people who are currently being financed at

extremdy high rates); and

Venture capita (through SBICs such as Wasatch Venture).

Severd presidents of Utah ILCs expressed frudtration over the requirement that the
reinvestment be loca because of competition from a number of other companies trying to
do the same thing, making it difficult to harvest investment opportunities. Many desre
less stringent regulations as to where and what investments can be made.

ROLE OF CRA FUNDS IN FINANCING SMALL BUSINESSES

To be congdered as “community development” under
CRA code, aloan, investment or service, whether made
directly or through an intermediary, must meet both asize
test and a purpose test*>. An activity meetsthe size
requirement if it finances entities that either meet the 5ze
digibility sandards of the Smal Business
Adminigtration’ s Development Company (SBDC) or
Small Business Investment Company (SBIC) programs,
or have gross annud revenues of $1 million or less. To meet the purpose tes, the
business investment activity must promote economic development. An activity is
conddered to promote economic development if it supports permanent job creetion,
retention, and/or improvement for persons who are currently in low- to moderate-income
brackets, or geographies or in other areas targeted for redevelopment by Federd, Sate,
locdl, or tribal governments. The FDIC presumes that any loan to or investment in a
SBDC, SBIC, or New Markets Venture Capital Company promotes economic
development.

The FDIC presumes that
any loan to or investment
ina SBDC, BIC, or New
Markets Venture Capital
Company promotes
economic devel opment.

Small Business Investment Companies, privatdy owned and managed investment
companies licensad and regulated by the SBA, invest exclusively in qudified smal
businesses. These companies can borrow up to four times the amount of private capital
through afederdly guaranteed funding system, athough most SBICs don't use the full
amount of leverage possible. Smal Business Investment Companies are dlowed to

invest up to 20 percent of their total fund in one company, including subsequent rounds

of financing. The SBA will not license an SBIC with aboard of directors or ownership
controlled directly or indirectly in any magnitude by public officids or government
entities™* According to the SBA, there are gpproximately six SBICsin the State of Utah,
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including Wasatch Venture Fund, Utah Ventures, and vSpring, which expectsto receive
its SBIC license by October. Most Utah-based SBICs have not used federd leverage.

In 2000, 51 businesses in Utah received $33 million in financing from SBICs, up from 40
businesses and $18 million in 1999.° Comparatively, Colorado SBIC financing last year
was $215 million for 118 companies. On anationd level, 4,639 companies received $5.5
billion in 2000. Thirty-six percent of those companies were high-tech based.*®

Severa Utah ILCsincluding American Express Centurion Bank, GE Capitd Financid,
and Morgan Stanley Dean Witter currently invest some money in SBICs. To be
attractive to ILCs, the SBIC must have a proven track record or have an experienced
management team.

The next section discusses the venture capital environment in Utah, asit isrelevant to the
use of CRA funds for business investment.
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ILC VENTURE CAPITAL INVESTMENT:

At the end of 2000, Utah's venture capita funding grew to $593.9
million, a marked increese from $260.6 million in 1999.*" (See
Appendix B for growth chart of venture capitd in Utah.) However,
despite this recent surge in venture capital, Utah recently ranked 19"
in venture capital, as compared to Gross State Product. In contrast,
other states with high-tech centers fared better in this category. In
specific, the State of Colorado, largely comparable in terms of technology and economic
development, ranked 4™ in venture capital funding.®

Utah fares well in meeting the needs of the State' s seed and early-stage financing, with
eight strong Utah-based venture capitd firms primarily dedicated to early invesment:

Firm Fund Sze Average S ze of Investment
1. Canopy Group N/A $50,000-$1 million

2. Cornerstone Capita Group $75 million $3-$7 million

3. Granite Capitd Partners $30 million $2-$10 million

4. New MediaVenture Partners  $48 million $1-$2 million

5. Peterson Ventures $100 million $500,000-$10 million

6. Utah Ventures $77 million $500,000-$3 million

7. vSpring $100 million (target) ~ $500,000-$4 million

8. Wasatch Venture Fund $60 million $250,000-$1 million

(See Appendix C for a contact list of VC firmsthat are SBIC licensed.)

These firms have rdaively smal amounts of capita under management, when compared
to their Silicon Vdley counterparts, and thus tend to provide seed and early-stage
funding, dedicating only asmall portion of their resources to larger, expansion round
invesments.

According to equity research firm Venture Economics, in the first half of 2000, the
average investment in a Utah start-up was valued at $3.1 million, compared to $6 million
per company in New York.X® While many Utah-based start-upsinitiated operations with
seed funding from Utah venture firms, venture capitad firms located outsde of Utah
contribute a mgority of this average investment.

From 1996 to 2000, only two Utahbased venture-backed companies went public, for a
totd value of $116.7 million. Thisgenerd lack of Utahbased second- and third-stage
financing has resulted in entrepreneurs hitting the “Wasatch Wall,” or the difficulty
encountered by foundersin taking their company to the next level. Three critica
elements are required to take a start-up company over the “Wasatch Wall”:

1. Attracting seasoned senior management;

2. Rasng second- and third-round financing; and
3. Establishing key rdationships with national law firms and investment banks.*°
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Thus, entrepreneurs often end up pursuing amerger or acquisition strategy, resulting in
few Utah-based |POs and oftentimes the exportation of human and financid capitd to the
location of the parent company.

One reason companies often experience difficulty obtaining capita in later Sagesistha
most loca funds tend to be smdler, resulting in a shortage of capitd dedicated to this
areaof funding. Furthermore, it isatypicd for VC firms to invest in companies located
outsde their respective locations, especidly since they tend to have promising invesment
opportunitiesin their backyard. Industrial Loan Corporations can play amgor rolein
dleviaing the second- and third-round financing discrepancy that is often critica to a
company’s ability to make an initid public offering.

Industrial Loan Corporations represent an $82 billion industry in Utah, projected to grow
to $100 billion by year-end.?* The CRA, with which ILCs are required to comply,
mandates that ILCsinvest in the communitiesin which they are headquartered, as
deemed appropriate by the FDIC and State Commission of Financid Inditutions. In this
redm, most banks have ingtigated a rule of thumb of committing gpproximatdly one
percent of their assats, anounting to agrand total about $820 million to $1 hillionin
available CRA funds. However, since the FDIC largely fedsthat there is more funding
available than investment opportunity, it provides satisfactory CRA ratings to those banks
that show “good faith” effort in cultivating community needs and fulfilling invesment
opportunities. These ratings have indirect implications, impacting an ILC' s credibility

and may comeinto play when an ILC isexpands or is acquired.

Currently, amgority of CRA investment is dedicated
to financing low-income housing. However, a
number of 1LCs have made smdl investmentsin
SBIC sponsored venture capita firms, most notably
Wasatch Venture Funds and Utah Ventures. The regulators get too heavily
main requirement for banks investmentsin thisarea involved in the activities of
isthat they meet a* safe and sound” stipulation, often ILCs

marked by an entity’ s good track record and a sound '

The issue of venture capital
investment from ILC's CRA
moniesis an issue that needs
immediate attention before

management team.

This presents an opportunity to allocate a reasonable portion, 20 to 30 percent of the
subgtantial CRA funding pool of approximately $1 billion to entities dedicated to later
gtage financing and thus, Utah's future economic well being. Severa steps must be taken
in order to fully redlize this opportunity:

1. While Governor Leavitt cannot legaly play adirect role in the establishment of
SBICs dedicated to second- and third-round funding, he can assume avisonary
role for ILC investment in venture funding, encouraging the formation of these
entities, ILC adoption, and state and federal government support. These
investments should be considered investmentsin Utah's future economic growth,
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benefiting al, as opposed to a diverson from the needs of Utah's economically
chdlenged.

2. To efectivey fulfill the “safe and sound” investment requirement, new entities
formed such as SBICs need to be presided over by seasoned |eadership with well
known, proven track records in second- and third-round financing. This may
require encouraging outsders with ties to Utah to initiate and |lead these entities,
augmented by locd management that have deep rooted knowledge of and
experience with Utah' s technology landscape. This could dso involve a Utah
firm partnering with an outsde firm to establish anew fund. It isimportant aso
to emphasize that later stage financing in companies with a proven and
established track recordsis often less risky than seed investment, providing a
more compd ling argument for invesment in this area.

These actions will help provide dternative outlets for vast CRA investment resources,
helping to channd venture funding to safer areas of venture investing where it is needed
mog, later stage financing. Indudtrid Loan Corporations commitment to this vision will
dimulate economic vitdity and job growth in Utah through enabling promising
companiesto break the barrier of the “Wasatch Wall,” providing an avenue for more |PO
drategies and fewer merger and acquisition Strategies where companies often go
undervaued.
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ILCsINUTAH

Contrary to popular perception, the ILC industry isa“clean” and stable industry,
importing large amounts of capital to Utah. TheILC indusdtry isakey contributor to the
date providing jobs, infusing capita (see Appendix D for consolidated income statement)
into the region through taxes, Sate fees, community reinvestment monies, and
commercid red estate rents.

EMPLOYMENT BENEFITS

ILCs do not just provide capital nor do they just take advantage of Utah's business
environment; they add vaue by providing good jobs that people can make a decent living
with and indluding benefit packages with tuition reimbursement (helping people go to
college who otherwise would not be able to afford it). Industrid Loan Corporations aso
provide excellent career pathsinterndly for talented individuas. It is estimated that ILCs
in Utah employ close to 10,000 people, the mgority of which are functioning in higher
income, skilled positions. American Expressis easlly the sate' s largest employer for

| L Cs—employing gpproximately 2,000 peoplein Sat Lake County.

REPUTATION/RECOGNITION BENEFITS

There is a certain amount of prestige that is being attributed to Utah in the financid sector
because of the critical mass of ILCs within the State. Thiswill undoubtedly have

spillover effectsin attracting other indudtries, particularly with the larger financid

sarvices sector, and effectively change the brand of Utah in the minds of Americansand
theworld & large. Utah has been alluded to asthe “ Delaware of the West”—in reference
to the friendly banking and business policies that have been higtoricaly present in
Delaware.

Booming growth in the financia services sector in Utah isforcing the rest of the U.S. to
take natice. ILC presdents interviewed mentioned that when forming an ILC thereis
initialy some resstance from non-Utah natives to re-locate in Utah when their parent
company isforming an ILC, given time to adjust, employees are very happy with the
environment and decide to Stay.

COMMUNITY BENEFITS

CRA invesments from ILCs have alarge impact in the
community at large. Utah's ILCs contribute monies to
various community programsto help low- to moderate-
income individuas and families. ILCs in Utah have
large, strong parent companies with sophisticated
management and large reputations to maintain; thus,

ILCsin Utah have large,
strong parent companies
with sophisticated
management and large
reputations to maintain.

they are not going to make any mistakesin the
communities in which they reside.
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ECONOMIC BENEFITS

Not only does Utah's presence in ILCs attract attention from the
financid services sector, but severd parent companies have aso chosen
to expand beyond their ILCs, after experiencing the stat€' s business
environment. For example, GE, the parent company of GE Capita
Financid, has made acquisitionsin Utah in areas that are unrdated to its ILC, in large
part due to the company’ sincreased familiarity with the Utah business environment.

REGULATORY ENVIRONMENT

Utah's reputation for a positive regulatory environment has been amgjor factor in its
ability to attract acriticd mass of ILCs, asthe leading state in the ILC industry. The Utah
Department of Financid Ingtitutions (UDFI) regulates Utah's ILCs at the Sate level. The
relevant federa regulator isthe FDIC.

ILCs are allowed to For those companies choosing to export consumer credit
export the state’s laws in products to national markets, the Utah Consumer Credit
which they are chartered, | Codeisasflexibleand direct as any in the nation.

thus allowing Utah ILCs Furthermore, it enables ILCs to do business across state
to do businessin multiple | lines, without being subject to the regulatory environment
states while adhering only | ©f other States, resuilting in significant increeses in

to Utah laws, which are efficiency and a decreasing margind cost of doing

more lax than thosein business. ILCs are allowed to export the state’s laws in
which they are chartered, thus dlowing Utah's ILCsto do
businessin multiple states while adhering only to Utah
laws, which are more lax than thosein other states. ILCs
chartered in Utah can export their interest rates (which Utah does not limit) and credit

terms without obtaining alicense in each gate they do businessin—minimizng

transaction costs and maximizing returns. ILCs are taking full advantage of this

dlowance, with an estimated 99 percent of business conducted outside the State.

other states.

COMPANY PROFILES

Utah has 31- charted ILCs; dthough, five of these ILCs are currently inactive. These
inactive ILCs present potentia additions to the asset level of the Utah ILCsin the event
that they become active. The following companies are not operating at thistime:

Coil Holding, Inc.

Franklin Templeton Credit Corporation

Life Wise Financid Services, Inc.

Pain Webber Financid, Corp.

USAA Financid Services Association

Thefollowing profiles are of the 26 active ILCsin Utah:



Advanta Bank Corp.

Mambear FDIC

AdvantaBank Corporation Quick Facts
11850 So. Election Drive Date Charted 3/06/90
Draper, UT 84020 Assets (000) (as of 3/31/01) 946,563
Td: (801) 523-0858

County of Operation SAt Lake
Holding Company: Advanta

Source: Utah Depart. Of Financial Institutions

Corporation

Presdent: Jeffrey D. Beck

Headquartered in Salt Lake City, Utah, Advanta Bank Corp (ABC) isasubsidiary of
Advanta Corp., afinancia services company. ABC had over $900 millionin assets as of
March 31, 2001. ABC' s main activities are smal business credit cards. Advanta s stated
mission isto offer depost products at competitive rates.
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' American Express Centurion Bank

American Express Centurion Bank Quliek e

6985 Union Park Center, Suite 235 Date Charted 6/29/87

Midvae, UT 84047 Assets (000) (as of 3/31/01) 17,008,.8%4

Tel: (801) 565-5000 _ |

www.finance.americanexpress.com CRA Rating (for 2000) Outstanding
County of Operation Sdt Lake

Holding Company: American

Source: Utah Depart. Of Financia Institutions
Express Company »

Presdent: David E. Poulsen

Headquartered in Midvae, Utah, American Express Centurion Bank is a provider of
banking and credit card lending services. With over $17 billion in assets, American
Express Centurion Bank is the second largest industrid |oan corporation in Utah, second
only to Merrill Lynch Bank USA. The company employs gpproximately 1,400 Utahns.
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"nvestments for Life"

/IAmerican : _
Investment Financial

American Investment Financid
7575 South 900 East
Midvde, UT 84047

Td: (801) 352-2877
www.aifusa.com

Holding Company: Leucadia
Nationa Corporation

President: Kent Landvatter

Quick Facts

Date Charted 10/09/87
Assets (000) (as of 3/31/01) 102,276
CRA Rating (for 1998) Satisfactory
County of Operation Sdt Lake

Source: Utah Depart. Of Financial Institutions

Headquartered in Midvae, Utah, American Invessment Financia, a subsdiary of
Leucadia Nationd Corporation, a multi-billion dollar financid services company,
gpecidizesin providing consumer lending in the form of small business loans, financing
credit-challenged customers at Marine & RV dederships, and savings and branch

savices.
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A Associates Capital Bank

Associates Capital Bank Quick Facts

111 East 300 South, 6™ Floor Date Charted 4127193

% t '(- ;(')‘f) g‘lté 34224111 Assets (000) (as of 3/31/01) 169,809

WWW.associ atescapital bank.com CRA Rating (for 2000) Outstanding
County of Operation Sat Lake

CHZ;L?tI;gCCO? ang:t):ggﬁn desArd Source: Utah Depart. Of Financial Institutions

Presdent; Brian Withham

Headquartered in Sdt Lake City, Utah, Associates Capitd Bank isa subsdiary of
Citigroup and The Associates. Associates Capital provides consumer finance,
commercid leasing and financing, credit cards, insurance, and related servicesto more
than 24 million customers worldwide. On November 30th, 2000, Citigroup officidly
acquired The Associates.
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BMW Bank of North America
2735 East Parley Way, Suite 301
Sdt Lake City, UT 84109

Td: (801) 994-7885
www.banking.bmwusa.com

Holding Company: BMW of North
America

President: David Paul

Quick Facts

Date Charted 9/30/99
Assets (000) (as of 3/31/01) 954,255
CRA Rating (for 2001) N/A
County of Operation Sat Lake

Source: Utah Depart. Of Financia Institutions

Headquartered in Sdt Lake City, Utah, BMW Bank of North Americais a subsdiary of
BMW Financid Services (BMW FS). BMW charted its ILC to deliver a broad range of

financia services with the same value to customers that the BMW brand represents.

BMW Bank of North America offers automaobile financing, persond banking products
(checking, saving, CDs and money market accounts), and the BMW Bank credit card.
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Celtic Bank

Cdtic Bank Quick Facts
340 East 400 South Date Charted 3/01/01
Sdt LakeCity, UT 84111 Assets (000) (s of 3/31/01) 3884
Tel: (801) 363-6500
www.cdltichanking.com CRA Rating (for 2001) N/A

County of Operation Sat Lake
Holding Company: Cdtic —— —

Source: Utah Depart. Of F a Institut

Investments, Sdt Ld(e Mortgage urce! epar 1nancl nstitutions

Vice-President: Reese Howell

Headquartered in Sdt Lake City, Utah, Cdtic Bank isasubsdiary of Cdltic Investments,
which merged with SAt Lake Mortgage in 1997. Cdtic Bank’s activitiesinclude
mortgages and smdl commercid loans.
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I c" CIT Online Bank

CIT Online Bank

2855 E. Cottonwood Pkwy
Suite 110

Sdt Lake City, UT 84121
Td: (801) 947-7563
WwWw.citgroup.com (parent)

Holding Company: CIT Group, Inc.

Contact: Richard P. Lake

Quick Facts

Date Charted 10/10/00
Assets (000) (as of 3/31/01) 17,373
CRA Rating (for 2001) N/A
County of Operation Sat Lake

Source: Utah Depart. Of Financia Institutions

Headquartered in Salt Lake City, Utah, CIT Online Bank provides financid products and
services to consumers nationwide to purchase merchandise or services through vendors.
CIT Online Bank isawholly owned subsidiary of CIT Group, Inc.
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CitiFinancial Services, Inc.

CitiFinancia Serivces, Inc.

The Family Center of Midvalley
5672 So. Redwood Rd, Box 57880
Murray, UT 84157

Td: (801) 728-9186

www. citigroup.com (parent)

Holding Company: Citigroup

Contact: Bill Clements. Jr., Didtrict
Manager

Quick Facts

Date Charted 1976
Assets (000) (as of 6/30/00) 35,798
CRA Rating (for 2001) N/A
County of Operation Sat Lake

Headquartered in Murray, Utah, CitiFinancia Services, asubsidiary of Citigroup,
pecidizesin amyriad of financid services ranging from persona loansto refinancing
on large commercid loans. The company aso offers credit protection on loans.
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CONSECO.

Step up. N\

Conseco Bank, Inc. QLleslrasis

2825 East Cottonwood Pkwy Date Charted 2/18/97

Suite230 Assets (000) (as of 3/31/01) 2350834

Sdt Lake City, UT 84121

Te: (801) 944-3374 CRA Rating (for 2000) Satisfactory

www.consecobank.com County of Operation Sdlt Lake
. Source: Utah Depart. Of Financial Instituti

HOldI ng Compeny: CO ’ Inc_ urce:. Ut epart Inanci nstitutions

CEOQO: Brent Peterson

Conseco Bank, Inc., headquartered in Sdlt Lake City, Utah, isawholly owned subsidiary
of Conseco Finance Corp. Conseco Bank, Inc. began operation on December 1, 1997 as
Green Tree Capital Bank, Inc., and took on its current name on June 30, 1998 when
Conseco, Inc. - alarge insurance company in Carmd, Indiana - acquired Green Tree
Financid Corporation and dl of its subsdiaries.

Conseco Bank, Inc. does not have any branch offices or deposit-teking ATMs. All
deposits are acquired ether through brokers, through the Web site, or over the phone.
The business focus of Conseco Bank, Inc. is nationa in scope. They originate consumer,
small business, commercid credit card loans, and resdential mortgage |oans throughout
the United States. The largest category in their loan portfolio is private label credit card
products, with account partnerships throughout the United States. Conseco is authorized
to originate many kinds of consumer and commercia loans and to accept federdly
insured deposits.
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_AESCROWBANKUSA"

- A

Escrow Bank USA

6955 Union Park Center, Suite 300
Midvde, UT 84047

Td: (801) 352-0083
www.escrowbankusa.com

Holding Company: GMAC
Mortgage Group, Inc.

Presdent: Steve Nidsen

Quick Facts

Date Charted 05/27/99
Assets (000) (as of 3/31/01) 41,219
CRA Rating (for 2001) N/A
County of Operation Sat Lake

Source: Utah Depart. Of Financia Institutions

Escrow Bank USAs", headquartered in Midvale, Utah, provides escrow accounts and

document custodiad services to mortgage servicers. Escrow, asubsidiary of GMAC
Mortgage Group, Inc. also provides automated deposit processing and document

custodial services.




First Electronic Bank

First Electronic Bank
11781 S Lone Peak Pkwy
Draper, UT 84020

Te: (801) 572-4004

Holding Company: Firg Electronic
Corporation

Presdent: Jm McLaughlin

Quick Facts

Date Charted 10/18/00
Assets (000) (as of 3/31/01) 5457
CRA Rating (for 2001) N/A
County of Operation Sat Lake

Source: Utah Depart. Of Financial Institutions

Headquartered in Draper, Utah, First Electronic bank, asubsidiary of First Electronic
Corporation, specidizesin financing dectronic equipment. An active ILC for lessthan a

year, Firgt Electronic Bank had just over $5 million in assets as of March 2001.
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FIRST USA.

A BANK &= ONE. Company

Firg USA Financia Services, Inc. Qe e
3995 South 700 East Date Charted 10/24/94
Sdt Lake City, UT 84107 Assets (000) (as of 3/31/01) 213972
Td: (801) 281-5800

County of Operation Sat Lake
Holding Company: Bank One, Corp

Source: Utah Depart. Of Financia Institutions

President: James W. Baumgartner

Headquartered in St Lake City, Utah, First USA Financid Services, Inc., asubsidiary of
Bank One, Corp., provides business, travel, and entertainment credit cardsto its

cusomers. Asts for First USA Financid Sarvicestotded over 200 million dollarsin
March 2001.
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GE Capitd Financid Quick Facts

4256 South Riverboat Road Date Charted 6/21/90
Salt Lake City, UT 84123 Assets (000) (as of 3/31/01) 1768525
Tel: (801) 517-5000

WWW.0e.com/capital/cardservices/c CRA Rating (for 1999) Outstanding
orpcard County of Operation Sdt Lake

Source: Utah Depart. Of Financia Institutions

Holding Company: GE Capita
Corp, GE Company

Presdent: Jeffrey R. Dye

Headquartered in Salt Lake City, Utah, GE Capitd Financid Inc. is part of GE Card
Services. GE Card Servicesis one of 28 speciaized businesses that comprise GE Capitd
Services.

GE Capita Financid Services provides corporate travel, purchasing, one card, and fleet
vehicle card payment systems for large companies and organizations. Their products and
services are designed for companies with annua revenues greater than $300 million, and
for government or other large organizations.
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MERRICK BANK

Merrick Bank Corporation Qs ezt

10713 So. Jordan Gateway Date Charted 10/15/96
géitehli? ot UT 84005 Assets (000) (as of 3/31/01) 296,956
TeILft(SO]T) 22;5_ 7700 CRA Rating (for 2000) Satisfactory
www.merrickbank.com County of Operation Sdt Lake
Holding Company: Card Works, LP Source: Utah Depart. Of Financia Institutions

Presdent: Richard L. Urritia

Headquartered in South Jordan, Utah, Merrick Bank was founded in 1996 and is atop 50
issuer of Visa® credit cards. They are also an authorized issuer of MasterCard® credit
cards. Merrick Bank serves 450,000 cardholders. Merrick Bank specidizesin credit
programs that assst consumers looking to establish or rebuild their credit rating. Merrick
Bank aso offers Certificates of Deposit.

Merrick Bank's parent, CardWorks L.P., and &ffiliate, Cardholder Management Services,
L.L.C., (CMS), are both based in New Y ork.
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Maerrill Lynch Bank USA Quick Facts

15 West South Temple, Suite 300 Date Charted 12/15/87

Sat Lake City, UT 84101 Assets (000) (as of 3/31/00) 54,233,264

Td: (801) 526-8300

www.ml.com (para]t) CRA Rating (for 2001) Satisfactory
County of Operation Sat Lake

Holding Company: Merrill Lynch

Source: Utah Depart. Of Financia Institutions
Group, Inc.

President: Preston L. Jackson

Headquartered in Salt Lake City, Utah, Merrill Lynch Bank USA, a subsidiary of Merrill
Lunch Group. Inc., isthe largest industria loan corporation in Utah, over double the sze
of its nearest competitor. The company specidizesin loans secured by Merrill Lunch
brokerage accounts and aso in mortgages. Merrill Lunch Bank USA has the largest
amount of assets of any Utah-charted ILC.
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Morgan

Morgan Stanley Dean Witter Bank Qulerest

855 East 9400 South Date Charted 5/21/90

Sandy, UT 84004 Assets (000) (as of 3/31/01) 648,132

Td: (801) 566-4161 : _

www.morganstanley.com (parent) CRA Rating (for 2000) Satisfactory
County of Operation Sat Lake

Bg%%@%ﬁ;{o\'\/ﬁ;gaégmlw Source: Utah Depart. Of Financial Institutions

President: Robert D. Myrick

Headquartered in Sandy, Utah, Morgan Stanley Dean Witter Bank, isa subsidiary of
Morgan Stanley Dean Witter Company and Discover & Co. The company specidizesin
issuing commercid loansto its financia services customers, specifically for securities,
asset management, and credit services.
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== Pitney Bowes

Pitney Bowes Bank Quick Facts

4444 South 700 East, Suite 200 Date Charted 11/25/96

%t '(-ggle) (2:i8t31”_ 55224107 Assets (000) (as of 3/31/01) 224,604

www.ph.com (parent) CRA Rating (for 2000) Satisfactory
County of Operation Sat Lake

Holding Company: Pitney Bowes,

Inc Source: Utah Depart. Of Financia Institutions

President: Zock B. Goeckeritz

Headquartered in Sdt Lake City, Utah, Pitney Bowes Bank, asubsidiary of Pitney
Bowes, Inc., specidizesin smal business credit cards.

Pitney Bowes Bark offers a PitneyWorks Business Rewards VISA card that is designed
for business owners and their employees. Pitney Bowes Bank aso extends its product
line by aso offering services that compliment its primary business offering. For

example, the Pitney Bowes Reserve Account is designed for customers who prefer to pre-
pay postage. With the Reserve Account, customers can deposit their postage money with
the Pitney Bowes Bank and earn free postage on balances maintained in their accounts.
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PROVIDIAN

Providian Bank Quick Facts

5215 Wiley Post Way, Suite 200 Date Charted 5/05/87

Selt Lake City, UT 84116 Assets (000) (as of 3/31/01) 2319,153

Tel: (801) 519-0555 | _

www.providian.com CRA Rating (for 1998) Satisfactory
County of Operation Sat Lake

Holding Company: Providian

Source: Utah Depart. Of Financial Institutions

Financid Corporation

Presdent: Mark Zupon

Headquartered in Sdt Lake City, Utah, Providian Bank isa subsidiary of Providian
Financid Corporation. Providian Bank’ s core business activities focus on providing

credit card services. Providian employs approximately 1,100 peoplein the Sdt Lake area.
Customer service employees condtitute 1/3 of their employee base in Utah.
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Republic Bank

Republic Bank

801 North 500 West
West Bountiful, UT 84087
Tel: (801) 397-0613
www.republic-bank.com

Holding Company: Individua
stockholders

Presdent: Boyd Lindquist

Headquartered in West Bountiful, Utah, Republic Bank, an indugtrial loan corporation
held by individua stockholders, specidizes in medica equipment financing, CDs and

Quick Facts

Date Charted 11/03/99
Assets (000) (as of 3/31/01) 88,276
CRA Rating (for 2001) N/A
County of Operation Davis

Source: Utah Depart. Of Financia Institutions

money market accounts. The company is the successor to Republic Bank of Torrance,

Cdifornia
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LEREER

Trangportation Alliance Bank
4185 Harrison Blvd, Suite 200
Ogden, UT 84404

Td: (801) 334-4800
www.tabbank.com

Holding Company: Hying J, Inc.

Presdent: Clint E. Williams

Quick Facts

Date Charted 5/05/98
Assets (000) (as of 3/31/01) 43704
CRA Rating (for 2001) Satisfactory
County of Operation Weber

Source: Utah Depart. Of Financia Institutions

Headquartered in Ogden, Utah, Trangportation Alliance Bank isa subsidiary of Flying J
and specidizesin accounts receivable financing, factoring, and equipment loans for the
trucking industry. Hying J debit cards are additiondly available from Transportation

Alliance Bank.

Trangportation Alliance Bank is a provider of accounts receivable financing and factoring

for the trucking industry and financial services such as checking accounts with the

Frequent Fueler MoneyCard MasterCard debit card and online banking, truck loans and
equipment loans, and more. Asa subsdiary of Fying JInc., their financid services are

designed to meet the unique needs of owner operators and the trucking industry in

generd. Transportation Alliance Bank is one of only two ILCs located outside of Salt

Lake County.




Universal Financial Corp.

Universa Financia Corp. Gpiles|ress

2855 E Cottonwood Pkwy Date Charted 3/03/92

Suite 120 Assets (000) (as of 3/31/01) 559,720

Sdt Lake City, UT 84121 : _

Tel: (801) 453-1380 CRA Rating (for 1999) Satisfactory
County of Operation Sat Lake

Holding pany: Citigroup Source: Utah Depart. Of Financia Institutions

President: Steve Taylor

Universa Financid is headquartered in St Lake City, Utah, and isa subsidiary of
Citigroup. Their main activities include providing credit cards for the travel and
entertainment indudtries.
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Valley Loan Corporation

Valey Loan Corporation Quick Facts

2105 West 4700 South Date Charted 1957
Murray, UT 84107 Assets (000) (as of 3/31/01) 600
Td: (801) 968-9093

CRA Rating (for 2001) N/A
Holding Company: |ndependent County of Operation Sdt Lake

. Source: Utah Depart. Of Financial Institutions
President: Robert |. Bowes

Headquartered in Murray, Utah, Valey Loan Corporation, isasmall industria loan
corporation with assets just over $600,000. Chartered in 1957, Valey Loan Corporation
is an independent ILC and has no parent company backing.
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VOLVO
for life

Volvo Commercid Credit Corp. of
Utah

4179 Riverboat Road

Sdt Lake City, UT 84123

Td: (801) 266-8524
www.volvo.com (parent)

Holding Company: VVolvo
Commercid Finance LLC, The
Americas

President: Wallace M. Jensen

Quick Facts

Date Charted 3/13/00
Assets (000) (as of 3/31/01) 11,101
CRA Rating (for 2001) N/A
County of Operation Sat Lake

Source: Utah Depart. Of Financia Institutions

Headquartered in Salt Lake City, Utah, Volvo Commercia Credit Corporation of Utah, a

subsidiary of Volvo Commercid Finance LLC, provides credit card services and

financing for heavy truck purchases.
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WelbBanik

Web Bank Corp. Quretireses

6440 Wasatch Blvd. Suite 300 Date Charted 4/04/94

Sat Lake City, UT 84121 Assets (000) (as of 3/31/01) 16,043

Tel: (801) 993-5050

www.webbank.com CRA Rating (for 2000) Satisfactory
County of Operation Sat Lake

Holding Company: WebFinancid

- Source: Utah Depart. Of Financial Institutions
Corporation P

Presdent: Kenneth H. Peterson

Headquartered in St Lake City, Utah, WebBank isawholly owned subsidiary of
WebFinancid Corporation. The company provides a spectrum of customized loan
products and financid services, ranging from private labd credit cards to smal business
loans. WebBank will dso offer mortgage warehousing servicesin the near future.
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Wright Express®

Financial Services

Wright Express Financia Services Quick Facts

5353 South 960 East, Suite 200 Date Charted 10/02/97

Murray, UT 84117 Assets (000) (as of 3/31/01) 243,963

Tdl: (801) 270-2660 | |

WWW.wexcorporatecard.com CRA Rating (for 2001) Satisfactory
County of Operation Sat Lake

Holding Company: Wright Express

Source: Utah Depart. Of Financial Institutions
LLC P

Presdent: Steven A. Hoskins

Headquartered in Murray, Utah, Wright Express offers a variety of corporate charge card
programs for managing flegt, travel and entertainment, and purchasing expenditures—for
example the Wright Express Corporate Card, a MasterCard issued by Wright Express
Financia Services Corporation. The comparny aso offers the Wright Express Universal
Heet Card, for dl corporate transportation and travel financing needs.
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Y our:)Bank.com

Y our:)Bank .com

5420 West 2100 South
Sdlt Lake City, UT 84121
Td: (801) 412-6524

Holding Company: Gateway
Companies, Inc.

Presdent: John L. Richards

Quick Facts

Date Charted 12/11/00
Assets (000) (as of 3/31/01) 31,811
CRA Rating (for 2001) N/A
County of Operation Sat Lake

Source: Utah Depart. Of Financia Institutions

Y our:)Bank.com, heedquartered in Sdt Lake City, Utah, and asubsidiary of Gateway
Companies, Inc., specidizes in financing computer equipment.
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CONCLUSIONS AND RECOMMENDATIONS

Thereisvast potentia for the ILC market and what it can bring to Utah. In specific, the
potentia to channel CRA investments into second- and third-round venture capita
funding presents ared opportunity for Utah to further develop and strengthen its high-
tech base, and thusits economy, having vast implications for economically challenged
communities.

The ability to harness this opportunity is largely dependent on the leve of involvement in
which the governor wishes to engage. He done can assume the role of visionary,
fostering the corporate citizenship of ILCsin Utah. Industrid Loan Corporations aso
have great incentive to garner the governor’s goodwill and support, sSince they necessitate
favorable regulations and legidation for their existence.

In thisream, one ILC president in Utah suggested that the governor reach out to ILCs
thet currently are not investing CRA funds in venture capitd, asking them for their
support in this endeavor and in return, championing their activities and cortributions and
giving them recognition for their actions.

The scope of the governor’ s influence will most likely encompass soliciting the help of
the ILCs, the support of regulatory bodies, fostering goodwill, and recognizing 1L Cs for
their upstanding corporate citizenship, since federd legidation isnot in hisdirect control
nor isthe decison of companiesto invest CRA funding in this manner. From these
conclusions, the following recommendations are offered:

Recommendation #1: Influence ILCsto invest in Utah's future economic growth and
hedlth, benefiting everyone, by gpportioning an appropriate amount of their CRA
investment to later stage funding of venture capita in Utah. Governor Leavitt can play a
key rolein this process by providing this vison and garnering support not only among
ILCsbut also locd, sate, and federal government, as well as venture capital firms,
banking associations such as the Utah Association of Financid Services, banking
regulators, and Utah' s citizens. It isimportant to emphasize that thisinitiative isnot a
diverson from the needs of Utah's economicaly challenged, but rather, an investment in
Utah's future economic growth, benefiting al participants by stimulating economic
vitdity and job growth.

Recommendation #2: Encourage the formation of new SBICsto be set up in Utah that
focus on second- and third-round venture funding. In order to effectivdy fulfill the “safe
and sound” investment test impaosed by the Department of Financid Ingtitutions and the
FDIC, this requires identifying a seasoned management team that has atrack record of
successin later gage financing. Investing through an SBIC is the smplest method for
ILCsto meet CRA requirements for investing in smal businesses. Since currently, Utah's
SBICs are st up to focus mainly on seed funding, new SBICs licensed to fund second-
and third-rounds should be established.
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Currently, a surplus of CRA monies are not being utilized in Utah because of the
FDIC's perception that ILC investment efforts are more than adequate to meet the
needs of the State, which islargdly true for the traditiona avenues through which
CRA funds are channeled. However, the venture capita option is an underserved
channd for CRA funds that seeks to proactively serve Utah' s future needs.

Generdly, the proposed SBIC would not be a competitive threat for the mgority
of exiging VC firmsin Utah because they largely do not focus on second- and
third-round funding. However, this could pose some competition in the sense that
CRA funds previoudy directed towards SBICs focused on seed funding could
potentialy be redirected to new SBICs. Thiswill be minimal snce many ILCsare
only contributing small CRA investments towards venture capitd, if at al,
because they pose risk factors that a conservative industry, such asthe ILC
indugtry, is generdly uncomfortable with.

Investing in companies that have solid track records and thus, have made it past
firg-round financing, and are oftentimes less risky than investing in seed and
early expanson stages. Therefore, an SBIC doing second- and third-round
funding should be more atractive to ILCs wanting to be involved in venture
capita, ance the companies invested in at thislevel tend to be larger, more
established, and lessrisky than seed capital ventures they currently invest in.

Recommendation #3: Establish and champion amodest and attainable objective of
securing ILCs CRA funding, a suggested 20 percent, increasing the emphasis and
endorsement of economic development in the form of venture capita through investment
in SBICs.

With current assets totaing $82 billion, available CRA funds from locd ILCs are
gpproximately $820 million (one percent of assets). Thus, 20 percent of CRA
funds would be approximatdy $164 million. Thiswill likely grow to $200 million
by year-end when ILCs assets are expected to reach $100 billion. Thisan
adequate amount of capitd to initiate second- and third-round funding of Utah's
start-ups, while retaining a more than subgtantid amount of funds to address other
community needs with CRA investments.

This portion of CRA funds would be directed towards venture capital funds
focused on second- and third-round funding—the missing link in Utah's venture
capita environment.

Currently, seed funding in Utah is considered by most to be adequate, while
second- and third-round funds are considerably lacking. Second- and third-round
funding is not as risky as seed funding and can better achieve the “safe and
sound” requirements of the Department of Financid Ingtitutions and the FDIC.

Recommendation #4: Develop and conduct a public relations campaign that articulates
the importance of 1LCsto Utah's economic development and the important role they can
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play in funding some of the State' s most promising companies and innovations, building
and strengthening Utah's economic future—ultimately benefiting dl Utahns. The
understanding of appropriate gpportioning of and channelsfor ILCS CRA funding
requirements is not consistent across the board. Research conducted indicates that, more
often than not, ILCs, government agencies, local venture capitalists, and community
entities have contrasting interpretations and viewpoints in this area. The dignment of

these groupsis crucid to maximizing the potentia of the ILC industry in this endeavor.

Recommendation #5: Create avenues for recognition of local ILCs and the great impact
they can have on Utah's economy and the community & large. Delinegte the postive
benefits Utahns derive from having a critical mess of ILCswithin the Sate. This may
include an influx of higher paying, skilled jobs, funding for community enhancement,

and prestige for Utah as afinancia center.

Recommendation #6: Convey the benefits of and potentid implicationsfor the ILC
industry in Utah to legidative decison makers, engendering continued support.
Emphasize the importance of having a critical mass of ILCsremain in the State, as well
asthefact that their tenure here can be tenuous, dependent upon the future regulatory
environment.
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APPENDIX A:
CRA INVESTMENT CRITERIA

LENDING TEST

Scope of Test. The lending test evauates the indtitution’s record of helping to mest the
credit needs of its assessment area(s) by considering an indtitution’s home mortgage,
gmdl business, smdl farm, and community development lending. The inditution’s
lending performance is evauated pursuant to the following criteria
1) Thevolume of lending activity
2) The proportion of lending within the assessment arex(s)
3) Thedisperson of loansin the assessment area(s)
4) The digribution of loans among borrowers of different income levels and
businesses (including farms) of different Szes
5) Thedidribution of smal business and smdl farm loans by loan amount &
origination
6) Thevolume of community development lending
7) Theuse of innovative or flexible lending practices.

Performance under the lending test is weighted more heavily than the investment and
service tests when arriving a an overdl rating.

COMMUNITY DEVELOPMENT LENDING: PERFORMANCE CRITERIA

Theindtitution’s community development lending activities are evauated pursuant to the
following criteria
1) The extent to which community development lending opportunities have been
made available to the indtitution
2) The responsveness of the inditution’s community development lending
3) Theextent of leadership the inditution has demondrated in community
development lending.

INNOVATIVE AND FLEXIBLE LENDING PRACTICES: PERFORMANCE CRITERIA

Theinditution’ sinnovative and flexible lending practices are evauated pursuant to the
following criteria
1) The degreeto which the loans serve low- and moderate-income creditworthy
borrowers in new ways or serve groups of creditworthy borrowers not previoudy
sarved by the indtitution
2) The success of each product, including the number and dollar volume of loans
originated during the review period.

INVESTMENT TEST

Scope of Test. The investment test evauates the indtitution’s record of helping to meet
the credit needs of its assessment are(s) through its use of quaified investments that
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benefit the assessment area(s) or a broader statewide or regional areathat includes the
ingtitution’s assessment are(s). Activities consdered under the lending or service tests
may not be consdered under the investment test.
Theinditution’ sinvestment performance is evauated pursuant to the following criteria
1) Thedallar amount of qudified investments
2) Theinnovativeness or complexity of qudified invesments
3) Theregpongveness of qudified investments to credit and community
development needs
4) The degree to which the qualified investments are not routindly provided by
private investors.

SERVICE TEST

Scope of Test. The sarvice test evauates the ingtitution’ s record of helping to meet the
credit needs of its assessment area(s) by anayzing both the availability and effectiveness
of the ingtitution’s systems for delivering retall banking services and the extent and
innovativeness of its community development services. The ingtitution’s retail banking
services are eval uated pursuant to the following criteriar
1) Thedigribution of the inditution’s branches among geographies of different
income levels
2) Therecord of opening and closing branches, particularly branches located in low-
and moderate-income geographies or that primarily serve low- or moderate-
income individuds
3) Theavallability and effectiveness of dternate sysems for delivering retail
banking services
4) Therange of services provided in low-, moderate-, middie-, and upper-income
geographies.

In addition, the ingtitution’ s community development services are evauated pursuant to
thefallowing criteria
1) Theextent of community development services offered and used
2) Theinnovativeness of community development services, including whether they
serve low- to moderate-income customersin new way's or serve groups of
customers not previoudy served
3) The degreeto which they serve low- and moderate-income areas or individuas
4) Ther responsveness to available opportunities for community development
services.

(Source: Federa Depost Insurance Corporation. Community Reinvestment Act
Performance Evauation: Public disclosure)

SMALL BANK PERFORMANCE STANDARDS
The FDIC evaluates the record of asmall bank, or abank that was a small bank during

the prior caendar year, of helping to meet the credit needs of its assessment area(s)
pursuant to the following criteria
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1) The bank's|oan-to-depost ratio, adjusted for seasond variation and, as
appropriate, other lending-related activities, such asloan originaions for saleto
the secondary markets, community development loans, or qudified invesments;

2) The percentage of loans and, as appropriate, other lending-related activities
located in the bank's assessment area(s);

3) Thebank'srecord of lending to and, as gppropriate, engaging in other lending-
related activities for borrowers of different income levels and businesses and
farms of different Szes,

4) The geographic distribution of the bank's loans, and

5) The bank's record of taking action, if warranted, in response to written complaints
about its performance in helping to meet credit needsin its assessment areg(s).

QUALIFIED INVESTMENTS

Examples of quaified investments include, but are not limited to, investments, grants,
depos ts, or sharesin or to:
Financid intermediaries (indluding, Community Development Financid
Ingtitutions (CDFI's), Community Development Corporations (CDCs), minority-
and women-owned financid ingtitutions, community loan funds, and low-income
or community development credit unions) that primarily lend or facilitate lending
in low- and moderate-income aress or to low- and moderate-incomeindividudsin
order to promote community development, such asa CDFI that promotes
economic development on an Indian reservation;
Organizations engaged in affordable housing rehabilitation and congtruction,
induding multifamily rental housng;
Organizations, including Small Business Investment Companies (SBICs) and
gpecidized SBICs, that promote economic development by financing smdl
businesses,
Facilities that promote community development in low- and moderate-income
areas for low- to moderate-income individuas, such as youth programs, homeless
centers, soup kitchens, health care facilities, battered women's centers, and
acohol and drug recovery centers,
Projects digible for low-income housing tax credits;
State and municipd obligations, such as revenue bonds, that specificaly support
affordable housing or other community development;
Not-for-profit organizations serving low- and moderate-income housing or other
community development needs, such as counsding for credit, home-ownership,
home maintenance, and other financia services education; and
Organizations supporting activities essentid to the capacity of low- and moderate-
income individuas or geographies to utilize credit or to sustain economic
development, such as, day care operations and job training programs that enable
people to work.
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APPENDIX B:
VENTURE CAPITAL GROWTH INUTAH

The following chart illustrates the exponentid growth in venture capitd deployed by
Utah in the last 7 years. Despite the growth, Utah till ranks low compared to other states
in the nation.

Venture Capital Deployed by Utah
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APPENDIX C:

SBIC LICENSED UTAH VENTURE CAPITAL FIRMS

Below isacontact list of Utah's venture capital firms that currently have SBIC licenses,
with the exception of vSpring, which should receive its SBIC license within the next Sx
months. As SBIC licensees, these firms qudify to receive CRA funding from ILCs for
investing in promising smdl businesses, and thus, their surrounding communities.

Venture Capital Firm

| Contact

| General Phone#

Utah Firms:

First Security Business | nvestment Corp.
(Salt Lake City, UT)

Greg Vidrine

(801) 246-1047

Union Ventures, Il & 111

(Sdlt Lake City, UT)
WWW.Unionventures.com

James C. Dreyfous
Alan Dishlip

(801) 583-5922

Wasatch Venture Corporation, |1 & 111
(Salt Lake City, UT)
www.wasatchvc.com

Todd J. Stevens

(801) 524-8939

Zions SBIC
(Salt Lake City, UT)
WWW.associ atescapital bank.com

Todd J. Stevens

(801) 524-8939

Pending:

vSpring Capital
(Sdlt Lake City, UT)
WWW.VSpring.com

Paul Ahlstrom

(801) 942-8999

69




APPENDIX D:
CONSOLIDATED INCOME STATEMENT, UTAH ILCsS

For the Sx Month Period Ending June 30, 2000
Figuresin Thousands, 23 ILCsreporting

INTEREST INCOME Amount
Interest & Fee Income on Loans $ 1,330
Real Estate Loans 103411
Installment Loans 120,178
Credit Cards 1,085,118
Commercia and Other Loans 466,204
Leasing 5417
Interest on Balances Due 13,308
Securities 156,664
Other Interest Income Q
Interest on Federal Funds 53,163
TOTAL INTEREST INCOME 2,004,793
INTEREST EXPENSE
Transaction Accounts 3,095
Money Market Accounts 102,940
Other Savings Accounts 842
Time CD's Gresater than $100,000 313,696
All Other TimeCD's 39,312
Federal Funds Purchased 35,230
Demand Notesto U.S. Treasury 373,805
Interest on Mortgages 0
Notes and Debentures 319
TOTAL INTEREST EXPENSE 869,239
NET INTEREST INCOME 1,135,554
Provision for Loan Loss 400,608
NON INTEREST INCOME
Service Charges 0
Other 1,145,806
TOTAL NONINTEREST INCOME 1,145,806
Gains (Losses) on Securities 1,358
NONINTEREST EXPENSE
Salaries & Employee Benefits 140,798
Premises & Fixed Assets 21,314
Other 877,211
TOTAL NONINTEREST EXPENSE 1,039,323
INCOME (LOSS) BEFORE TAXES & EXTRAORDINARY ITEMS 842,787
Applicable Income Taxes 316,482
Extraordinary Items (Net of Taxes) 0
NET INCOME $ 526,305
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